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MEMORANDUM FOR: Mr. Sid Zabludof£ 
Office of the Council for 
International teonomic Policy 
Old Executive Office Building 


SUBJECT : A Prejiminary Look at Recent 
World Inflation 
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i Ll. In response to your recent requests, we are ‘ 

i forwarding the attached information for the use of Mr. i 

j Eberle, CIEP Chairman. 

| 2. Table 1 presents data on the actual rates of “ 

inflation in major industrial countries since 1973, as | 

} well as OER's forecasts through mid-1975. Also attached 

is A Preliminary Look at the Causes of infla ELoni Inputs 

; Output Analysis. This study, prepared in “July; uses 

| input-output tables to analyze the causes of ‘dnélation i 

| ovex the past two years. We are in the process of updating i 

: the figures for 1974 and will forward the revised study | 

| when it is completed, | 

| 3. We will be happy to answer any further questions 

4 you may have on this subject. | 
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' MEMORANDUM FOR: Mr. Geza Feketekuty 

| ; Office of the Special Repre- 
sentative for Trade Negotiations 

| Old Executive Office Building 


ae SUBJECT + A Preliminary Look at Recent 


World Inflation 


1. In response to your recent requests, we are 
forwarding the attached information for the use of Mr. 
Eberle, CIEP Chairman. 


? 

i 

: 2. Table 1 presents data on the actual vates of 
; inflation in major industrial countries since 1973, as 
I 
j 
| 
i 


well as OER's forecasts through mid-1975. Also attached 
is A Pre.iminary Look at the Causes of Inflation: Input- 
Output Analysis. This Study, prepared in July, uses 
input~cutput tables to analyze the causes of inflation 

over the past two years. We are in the process of updating 
the figures for 1974 and will forward the revised study 
when it is completed. 


3. We will be happy to answer any further questions 
you may have on this subject. 


- cc: Mx. Sid Zabludoff 
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f TABLE 1 U NCLASSIF (ED 
| PRICE TRENDS IN OECD COUNTRIES i 
i (Percent Change at Annual Rates) 
ee _ACTUAL _ eee FORECAST 
a 973-1 L97S5-il 74- 1974-15 1975-1 
: UNLYED STATES 
: Consumer Prices 5.9 9.1 © hdd 9.0% 8.0% i 
i Wholesale Prices 7.6 8.4 24.7 chat — 
GE Deflator "Be 7 7.5 10.2 8.2% 6.5% 
. CHUATA : 
i Consumer Prices 7.9 9.8 10.1 9.0 8.1 
| Wholesale Prices 18.0 13.3 27.6 - 19.9 18.2 . 
| } GNP Deflator 6.3 £.3 9.3 8.8 8.5 i 
i . . {: 
1 apr : 
j Consuxer Prices Laeo 16.1° 30.0 18.C 14.0 ' 
} Wholesale Prices 16.2 2362 4 42.7 14.0 551030 } 
: GNP Deflator . 11.0 19.0 28.0 16.0 12.0 i 
i ; | 
; GERMANY - 
z Consumer Prices . bel 5.8, 8.5 8.0 8.0 
Wholesale Prices 8.2 7.0 17.9 10.0 8.0 | 
4 GNP Deflator 6.8 6.3 6.2 7.0 8.0 : 
i . } 
i FRANCE : . 
i Consumer Prices 6.0 9.6 14.5 13.5 iigoe «ae 
i Wholesale Prices 15.0 19.3 43.6 10.0 B.0 | 
| GNP Deflator 6.2 8.6 13.0 11.0 g.0 | 
i UNITED KINGDOM . 
i Consumer Prices 9.2 9.8 18.2 16.0 12.0 
: Wholesale Prices . Sel 11.5 26.5 15.0 10.0 | 
INP Deflator 9.7 8.6 13.0 14.0 10.0 = 
: | TPALY en. ai 
b Consumer Prices 11.7 10.9 19.0 2s aS 
Wholesale Prices 14.3 22.0 vs 51.6 25.0 
‘ | GNP Deflator 11.9 19.3 15.5 21.0 
ae) i é 
: *OECD forecast 
7 : 
; 
: 
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A Preliminary Look at the ‘caus es of Inflation: 


In an attempt to identify the causes of inflation, the 
input-output tables for 5 major economies -- the United States, 
Javan, France, West Germany, and the UK -~- were decomposed into 


2 groups Of sectors: an exogenous group whose prices are substan- 


tially affected by forces outside the economy, and an endogenous 


group which is more sheltered from such forces. nS exogenous 


group consists of agriculture, oil, other raw naterials, imported 


manufactures, and labor. The endogenous group comprises the rest 


ae 


of the economy. _ 


Each of the input-output tables used in the exercise has a 


somewnat different structure. 


°ror the United States, the table used is the Commerce 
Department 87 sector 1967 table. : 


°For Japan, the table used is the Economic Planning 
Agency 60 sector 19700 table. Oo = BOE 


°For France, the table used is a 78 sector 1965 table 
extrapolated to 1975 by technical experts. 


"Por West Germany, the table used is a 43 sector 1965 
table extrapolated to 1975 by Eecpucet experts. 


- °por the UX, the table used is a 73 sector 1965 table © : 
extrapola ated te 1975 by technical experts 


The technique employed is straight forward. The rows in the. 
inverted input-output table for each economy corresponding to the 
exogenous sectors were increased by the percent that prices increased 


in these sectors. New totals were then calculated-for the sectors in 
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“endogenous group. Piese Hed SeGtoral totals, when subtracted 
from the old sectoral totals, yield the percentage change in the 
price of each sector's output, assuming that changes in both Bates 


and indirect costs are passed through dollar for dollar. 
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To evaluate the overall impact on the- economy, the prLice 


changes for each sector nust be weighted and aggregated. A number 
of different weighting schemes are possible, of which two ware 
seiceted: t 


°*Weighting by wholesale 
corresronds, albeit in 
wholesale price index. A residual is also calcvlated 
corresponding to the unexplained change in the 
wholesale price inéex. Included in the residual are 
changes in profits, and also all measurement and 
concordaiice erzors, sa 


TA a AN Bee brant me ere as 


“Weighted by final demand weights. The result 

does not include the double and triple counting of 
price changes for primary products that is inherent 
in the wholesale price inéex. To estimate the impact 
of changes in profits on overall prices, however, it 
is necessary to Gevelop a reweighted wholesale price 
index for each economy with weights corresponding to 
the input-output final demand weights. a 


be nine eee Je ob cee 


Preliminary results of the exercise are presented in the 
: attached tables: 

i country what were the causes of inflation in whole- - 
Sale prices, b.- % , 


| 

| 

| j "Table 1, a summary table, shows for each period and 

| : *Table 2, another Summary table, shows for each period 
| 


: ‘ and country what were the causes of inflation in final 
demand weighted prices. ; 
‘ 


°fable 3, a final Summary table, shows for each country 
ao : by period what were the causes of inflation in both 
; Wwhoiesale and final demand weighted prices. 


i . 


i . ow Doe. 


‘ . 
a wees fm ee mg, oo oe cee a Ce cc ced 


TREC IRIE, 
. fe or a re 
UNCLEAR. 


PEs ney TRAY wag Cues Nrtoge Laat A See ot oo Saghe ye Steual sbsicie cee tg asia: a * 
Approved For Release 2008/12/18 CIAARDPBS T00875RO01900030064=5.~--- 7 ~ 


wl By eon ae rere 
proved For Release 20 


+ , + 
* a ae a Po woe dee 


AR ee er re aS 


Ed 


PE En ETS AROS 


Roars 


ape 


. 
WLS Ra es 


TAN 


er eee 


we 


Dhatthe. ely tse 2S hae 
_Approved. For Release 2005/12/14 : CIA-RDP85T00875R001900030064-5 . 


UMCLASSI FIRE 


ce Come 


°mable 4 shows fer each country and period, in greater 
sector ea what impact changes in exogenous prices have 
had on unit output prices. 


‘. “mable 5 shews for each country, in greater sector 
- detail, wnat impact the recent coll price increase is 
having on unit output prices. 


: °“pable 6, an illustration of the comolete sector results, 
shows what impact the recent oli price increase is having 
on unit output prices in Japan. 
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| Yable 1 
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Causes of Inflation in Wholesale Prices 

| First Half 1972 

Change in Imported 

Wholesale Agricul~ Other’ Raw’ Manu- 

Prices ture O11 Materials factures Labor Residual 
_PERCENT ! PERCENT OF TOTAL CHANGE 

ae -50 49 1s ~243 negl 126 153 
Fanse 2.20 18 neg 5S 54 141 90° 
ae Germany 2.80 49 8 : 9 § 22 — 66 
‘sted States 2.95 Sil ‘Lo 41. 16 17 ~26 
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"the rate of inflation began to accelerate in this period 


| 
| 


ace increases were greatest in the United States where dollar 
javaluation boosted the prices of imported manufactures, agricultural 
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Ye peoauces: and raw materials 
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"In Japan and France, higher unit labor costs and rising profits were 
Amportane inflationary factors 
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Table 1 


= SSNSSS Of Inflation in tholesate Prices ue 
Second Half 1975 | 
Change in Imported 
Wholesale Agricul- ‘Other Raw Manu~ 
Prices —ture Oil Materials factures Zabor 
pan 5.24 48 2 3 
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! Causes of tnfjass ) 

¢ Flat in "wholesale Prices 
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j i Table 1 

Causes of Inflation in Wholesale Prices 

! First Half 1974% 

: Change in Imported 

i Wholesale Agricul- Other Raw Manu- 

; Prices ture (Oi =Materials factures tabor Residucs} 
wuan 12.15 24 62 25 negl 27 =3.8 
aanee ‘17.44 - -l 4 7 be a 28 24 31 
‘est Germany 8.86 ~25 67 15 is -11- 38 

i : : 

gaited States — 6.33 24 75 22 ; 25 14 ~60 

| | 
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i“Inflation continues as a major problem : 

“Rising oil costs become the major factor een inflation in a 
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| Table 2. : 
| “Causes of Inflation in Pinal Demand Weighted Prices i 
: Pirst Half 1972 i" 
| Change im Change te 
Final. Danand Imported Reweigh tel 
Weighted Aecricul- Other Raw Manu- Whole- # 
— Price ture _ Oil Materials factures Labor sale Pri ci 

| percent percent of total percen EE 
ited States 1.68 23 1 30 16 30 2.95. : 
eta : 235 42 1o ~144 neg 192 134 a 
l vance 2.29 24 neg 3 “5655 129 2.35 

jest Gaxnaniy neg — — bias — Tae —- 
‘alted Kingdom 3.33 -2 -4 3 4 99 297 
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“Nigher unit labor costs were an even more inportant factor in explaining 
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Table 2 i : 
Causes of Inflation in Final Demand Weighted Pi Prices iy 
3 i aonass - . 
4 Second Half 1972 A 
7 4 
Change in . Change i a 
Final Demand Imported Reweighta., : 
Weighted Agricul- Other Raw  Manu- Whole- 4 i 
Price ture O11 Materials facturas Labor sale Prissy. 
Perce ay ! percent of total percent j : 
hited States _ 72 1082 A6 14 ~70 3.438 4 
aoan 1.78 CS 3 4 ‘ neg By 8650 Gs 
tance 4.37 22 : a -4 77° «10.53 
pst Germany P56: fs 38 ol Os. 54 0 5.92 ; 
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fhe rate of inflation shows a less pronounced acceleration, particularl 4 


in Japan and the United States, reflecting the lower weight given to 4 
agriculture in final demand weighted prices : 
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First Half 1973 

¥ Change in 

Final Demand : Imported 

Weighted Agricul- Other Raw Manu- 

Price _ture Oil Materials factures Labor 

percent percent of total : 
ited States 5.64 © 36 2 7 18 10 29 i 

' apas 4.96 79 Qy a4 neg , 24 7.00 | 
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